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The year 1942 provided the first opportunity to observe the effects 
of total war upon our economy. To get a better perspective, it may be 
helpful to make some comparisons with the last war. In both cases, we 
did not enter the war until it had been going on for some time. Our 
entry in April, 1917, occurred in the thirty-third month of the war, and 
our entry in December, 1941, in the twenty-eighth. But in the present 
war our military preparations were begun much sooner under the defense 
program of June, 1940; and in the year 1941, the military expenditures 
were already as large as those of 1918. This is one way of indicating 
how vastly greater is our military program in the present war. Perhaps 
an even more striking indication is the fact that in the earlier war our 
peak of industrial production was reached at about the time of our entry 
into the war, and little change occurred thereafter during the war period. 
Equally striking is the fact that in 1918 we were still producing a million 
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passenger automobiles, whereas this time such automobile production was 
virtually suspended in February, 1942, soon after our entry into the war. 


Facts like these demonstrate how much more seriously we are taking 
our present war effort. It was in 1942 that this effort began really to 
unfold. Since Pearl Harbor, the war program has been stepped up with 
astonishing rapidity. The President’s budget message in January, 1942, 
gave us our first financial picture of what total war means, but that 
estimate of $56 billion of military expenditures for the fiscal year 1943, 
though more than four times as large as the national defense expenditures 
of 1941, has been twice revised upward. It is now estimated by the 
Bureau of the Budget that military expenditures in the fiscal year 1943 
will be $77 billion, and total Federal expenditures $84 billion. In January 
of this year, the President’s budget message estimated that military 
expenditures in the fiscal year 1944 would be $100 billion, and total 
Federal expenditures for all purposes other than debt retirement, $107 
billion. One can get some idea of the magnitude of these figures by 
recalling that our total national income in the calendar year 1939 was 
about $71 billion. Even allowing for the fact that prices have risen, we 
come out with the conclusion that the Government alone will soon be 
spending, mainly for military purposes, more than was spent during 
such peacetime years as 1929 or 1939 by the entire nation for all purposes. 
During the calendar year 1942, Federal Government expenditures totaled 
about $58 billion, inclusive of Government corporations, of which $52 
billion were for war purposes. 


Despite the vastly greater scale of our war effort, comparisons with 
the last war show that so far we have been more successful in combating 
inflation. Until the spring of 1941, there was a marked similarity in the 
movement of wholesale prices in the two wars, a roughly horizontal move- 
ment for about a year followed by a gradual but accelerating rise, and 
many fears were at that time expressed that this similarity might con- 
tinue. Our question was whether the great price rise, of about 50 per 
cent, which occurred between the middle of 1916 and the middle of 1917 
was about to be repeated, and this was part of a larger question, whether 
for the war as a whole we would repeat the earlier experience with prices. 
From 1915 to 1920, wholesale prices rose almost 150 per cent, and the 
cost of living about doubled before the postwar deflation set in. Looking 
back, we can now see how much more fortunate our experience has been, 
thus far, than in the last war. The total rise of wholesale prices since 
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the war began in 1939 has been only about one third as compared with 
about 83 per cent for the corresponding period of the last war, and the 
rise in the cost of living has been about 22 per cent compared with 36 
per cent in the same period of the last war. 


For our success thus far in avoiding a more substantial degree of 
inflation, despite our huge war program, chief importance must be given 
to the expansibility of our economy. There has been much discussion 
over the past two decades about the technological potentialities of the 
modern highly industriaiized state. During the thirties, despite much 
wishful thinking to the contrary, it became increasingly apparent that 
Germany was building her great war machine, not primarily by tighten- 
ing her belt, but by improving her industrial organization and technique. 
This was the origin of the ‘‘guns or butter’’ argument that came into 
so much prominence in the early part of the war. A survey of our 
experience in 1942 reveals that despite the growing, and of course 
entirely correct, emphasis on the need for restricting civilian consump- 
tion, this kind of restriction has in fact up till now been very moderate 
for the nation as a whole, and the major emphasis has been on expansion 
of production. 
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A few statistics on the growth and composition of our national 
income will make this fact clear. The estimated net national income has 
grown from $70.8 billion in the calendar year 1939 to $94.7 billion in 
1941, and to $117 billion in 1942; and the estimated gross national 
product has grown from $88.1 billion in 1939 to $119.4 billion in 1941, 
and to $152 billion in 1942. Even allowing for the fact that the price 
level has risen by one third since 1939, this undoubtedly represents a rate 
of expansion of physical production that is without any parallel in 
economic history. It seems safe to add that it is a rate of expansion 
that no one prior to the war would have been prepared to prophesy. 


If now we turn to the behavior of consumption expenditures during 
the same period, we can see how slight, thus far, has been our reliance 
upon restriction of consumption as the means of avoiding inflation. 
According to the most recent Department of Commerce survey, total 
consumption of commodities and services, valued at 1941 prices, was 
estimated at $65.9 billion in the calendar year 1939, $75.8 billion in 1941, 
and $74 billion in 1942. These figures become even more striking when 
it is recalled that the flow of durable consumers’ goods, in which the 
conflict between military and civilian demands for materials became acute 
in 1941, was last year drastically reduced. Allowing, for example, for 
the fact that expenditures on automobiles and automotive products were 
reduced from $5.9 billion in 1941 to $3 billion in 1942, the flow of other 
goods and services to consumers was actually greater in 1942 than in the 
previous year. It is apt to be overlooked, moreover, that the official statis- 
tics of consumer expenditures do not include governmental expenditures 
on ordinary civilian goods for the armed forces. Taking these expendi- 
tures into account, we must conclude that thus far there has been no 
real contraction of consumption; on the contrary, the year 1942 prob- 
ably represents a new high record of consumption expenditures. It is 
true that, especially in the latter half of 1942, some consumption was out 
of previously accumulated inventories. Nevertheless, that we could at 
the same time spend $52 billion for war purposes and yet avoid serious 
inflation must, as was suggested earlier, be due primarily to the extraordi- 
nary expansibility of our production. 


The second major reason for our comparative success in avoiding 
inflation thus far has been the use of direct controls. In January, 1942, 
the Emergency Price Control Act was approved, and this was followed 
in April by the much more comprehensive General Maximum Price 
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Regulation. These measures have greatly reduced the rise both in whole- 
sale prices and in the cost of living. The general index of wholesale 
prices had risen 19 per cent during the year preceding January, 1942, 
but between January and October of 1942 it rose only 4 per cent, 
and the Office of Price Administration has estimated that since the more 
general control of prices went into effect last May, the monthly rate of 
increase of wholesale prices has been cut by about four fifths. This 
effect has been all the more surprising in view of the fact that our anti- 
inflation policies were still far from comprehensive. Our fiscal policy has 
at all times lagged seriously behind the theoretical requirements, and we 
have had a large and growing surplus of income in the hands of con- 
sumers, an ‘‘inflationary gap’’ which Mr. Byrnes, Economic Stabilization 
Director, has recently estimated as $16 billion. Throughout 1942, more- 
over, there was still no general resort to rationing of civilian consumption, 
and even the price control was only partial, with continuing uncertain- 
ties with regard to whether and how wage rates and agricultural prices 
would be brought under control. The growing realization of the need 
for a more comprehensive and better coordinated anti-inflation policy 
resulted in the amendment of the Price Control Act on October 2, and 
the creation by the President on October 3 of the Office of Economic 
Stabilization, measures which have extended the control over food prices 
and have resulted in bringing wage rates under some restraint. 


Despite our comparative success in avoiding serious inflation thus 
far, there have been signs of late that we may be entering a more critical 
phase of our war effort. In recent months, there has been a more pro- 
nounced rise of farm prices, and a growing fear of a vicious spiral of 
rising cost of living and wage rates. Hourly earnings in industry have 
continued to rise more rapidly than the cost of living, and the payment 
of time and a half for overtime beyond 40 hours per week would seem 
bound to accentuate this tendency as the 48-hour week goes into more 
general effect. The situation with regard to manpower, materials, and 
equipment is becoming rapidly tighter. We are facing in 1943, the with- 
drawal of several millions from the labor market into the armed forces 
at the same time that employment must be increased by several millions 
if the demands of the war program and the food program are to be met. 
In the face of these signs of growing strain upon resources, it will become 
increasingly necessary to heighten the emphasis upon control of consump- 
tion, by a combination of increased taxation in the income brackets 


where income has increased, absorption of substantial amounts of current 
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incomes through sales of Government securities to the public, rationing, 
and more comprehensive price and wage controls, and to rely less than 
we have done heretofore on continued general expansion of production. 


Developments in War Financing during 1942 


The extraordinary rate of increase in expenditures for war brought 
about a corresponding increase in the magnitude of the problem faced 
by the Treasury in financing these expenditures. Throughout the year 
much emphasis was placed upon increased taxation and the sale of 
Government securities to individuals in order to draw off surplus pur- 
chasing power of the public, and thus to lessen the inflationary pressure 
on prices. In his budget message in January, the President advocated 
an increase of at least $9 billion in the annual rate of taxation. No 
specific tax program was presented at that time, but in March the 
Treasury presented to Congress a program for raising the amount pro- 
posed by the President. Included in the program were substantial in- 
creases in income tax rates applicable to individuals, higher excess profits 
taxes and surtaxes on corporation incomes, and higher excise taxes. The 
Treasury also proposed various changes in tax laws for the purpose of 
closing ‘‘loopholes’’. These and other proposals were under consideration 
by Congress throughout the spring and summer and into the autumn. 
In October the Revenue Act of 1942 became law. It provided for numer- 
ous increases in income and excise tax rates, for a substantial lowering 
of personal exemptions which added greatly to the number of income 
tax payers, and also for a ‘‘ Victory tax’’ of 5 per cent on all incomes of 
individuals in excess of $12 a week, the tax on wages and salaries to be 
deducted at the source beginning in January, 1943. It was estimated 
that the total yield of all Federal taxes, including social security taxes, 
would amount to approximately $241 billion in the fiscal year 1942-43, 
and about $30 billion for the first full year in which they were payable 
(the calendar year 1943), as compared with Federal revenue receipts of 
less than $14 billion in 1941-42 and about $8 billion in 1940-41. 


Various proposals for further increases in taxation were under con- 
sideration at the end of the year.* Among the more important obstacles 
to be overcome were the uneven distrivution of the increase in the national 
income and the fact that most individuals (including millions of new 
*In his annual budget message to the Congress, presented on January 11, 1943, the 


President recommended an effort “to collect not less than sixteen billion dollars of 
additional funds by taxation, savings, or both, during the fiscal year 1944.” 
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taxpayers) have probably never adopted the practice of setting aside out 
of their current incomes the amounts required to pay their income taxes. 
This overhanging income tax debt complicated all consideration of other- 
wise desirable proposals for more collection of taxes at the source, and 
pointed to the need of some form of ‘‘Pay-as-you-go’”’ or ‘‘Pay-as-you- 
earn’’ plan. 


Despite the rapid increase in Federal tax revenues during the past 
year, Treasury deficits grew at an extraordinary rate as war expenditures 
mounted. In the effort to finance a large part of the deficit through sale 
of securities to the public, the War Savings bond program was stepped 
up markedly. There was an intensification of the drive conducted by the 
War Savings Staff throughout the country to obtain as full participa- 
tion as possible, by industrial and other employees, in arrangements 
for payroll deductions for the purchase of War Savings bonds. Great 
numbers of additional employers, and others, were qualified as issuing 
agents for the sale of such bonds. An extensive advertising program 
was launched. As a result of these efforts, sales of War Savings bonds 
through payroll allotment plans increased rapidly from less than $30 
million in January to about $370 million in December, and substantial 
amounts of the bonds were sold to other subscribers throughout the 
year. Total sales amounted to more than $9 billion. In this District, 
sales of War Savings bonds totaled about $1.8 billion. However, this 
still left very large amounts to be borrowed by other methods. 


In this situation the Federal Reserve System recognized that it had 
a dual responsibility: first, to assist in promoting the financing of the 
war, and second, and of equal importance, to direct its policies toward 
keeping at a minimum the amount of war financing done through the 
banking system, in order to limit the additions to the money supply 
which are a consequence of bank purchases of securities. The discharge 
of the first responsibility, which has involved providing the commercial 
banks with the reserve funds necessary to their support of the financing 
program, has been relatively simple. The second task has been and is 
more difficult. 


It was realized that the Savings Bond program would not reach all 
potential individual investors, and that it was necessary also to intensify 
efforts to sell Government securities to institutions that act as custodians 
of the savings of the public, and to trust funds, corporations, and other 
public and private bodies. The Federal Reserve Banks, the commercial 
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banks, and the securities industry volunteered their services in promoting 
such sales. In May, Secretary Morgenthau announced his acceptance of 
a plan of organization, proposed by the Federal Reserve System and 
the National Committee of the Securities Industry for War Financing, 
under which a ‘‘Victory Fund Committee’’ would be appointed in each 
Federal Reserve District, under the chairmanship of the President of 
the Federal Reserve Bank.* These committees direct the efforts of sales 
organizations drawn largely from the banking and securities industries, 
but using other sales personnel wherever it can be recruited. Under these 
district committees, regional subcommittees were appointed and large 
numbers of salesmen were recruited to solicit subscriptions to Govern- 
ment security issues in periodic drives. The work of these organizations 
was primarily directed toward promoting the sales of Government securi- 
ties to others than commercial banks. 


Despite efforts to sell Government securities to nonbank investors, 
it appeared, as the year progressed, that an increasing proportion of 
the Government deficit was being financed through the banking system. 
In the autumn about 55 per cent of Treasury borrowing was absorbed 
by the commercial banks, and only about 45 per cent by other investing 
institutions and the general public. As a result, there was an accelerated 
rise in the money supply in the form of bank deposits. As this increase 
in the money supply was adding to the purchasing power of the public 
at a rate that threatened the control of prices, the need for greater efforts 
to finance war expenditures outside the banks became apparent, and 
a change in Treasury borrowing methods was adopted at the end of 
the year. 


* The membership of the Victory Fund Committee in the Second Federal Reserve District 
is as follows: 


Mr. Allan Sproul (Chairman), President, Federal Reserve Bank of New York. 

Mr. H. M. Addinsell, Chairman of Executive Committee, The First Boston Corp. 
Mr. Winthrop W. Aldrich, Chairman, Chase National Bank. 

Mr. H. K. Corbin, President, Fidelity Union Trust Company of Newark. 

Mr. Leon Fraser, President, First National Bank of New York. 

Mr. Albert H. Gordon of Kidder, Peabody & Co. 

Mr. Georce L. Harrison, President, New York Life Insurance Company. 

Mr. August Ihlefeld, President, Savings Banks Trust Company. 

Mr. Robert Lehman of Lehman Brothers. 

Mr. Edwin P. Maynard, Chairman of the Board, Brooklyn Trust Company. 

Mr. Walter J. Monro, Vice President, Schoellkopf, Hutton & Pomeroy, Inc., Buffalo. 
Mr. William C. Potter, Chairman of Executive Committee, Guaranty Trust Company. 
Mr. Lewis G. Harriman, President, Manufacturers and Traders Trust Co. of Buffalo. 
Mr. Gordon S. Rentschler, Chairman, National City Bank. 

Mr. Joseph P. Ripley, Chairman of the Board, Harriman Ripley & Co., Inc. 

Mr. Emil Schram, President, New York Stock Exchange. 

Mr. J. C. Traphagen, President, Bank of New York. 
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U. S. Government Expenditures and Sources of the Financing of Such Expenditures 

Treasury borrowing was virtually suspended during November, 
except for weekly sales of Treasury bills, sales of Savings bonds and 
Tax notes, and a sale of certificates of indebtedness, largely for refunding 
purposes, on November 2. Near the end of the month a Victory Loan 
drive to be conducted during December was announced, the stated 
objective of which was to raise at least $9 billion through the sale of a 
variety of securities. The drive was conducted by the Victory Fund 
organizations in each district, under the general direction of the Secretary 
of the Treasury. Total sales of all Treasury securities, including War 
Savings bonds, amounted to approximately $12.9 billion during the 
month, of which about 60 per cent was taken by investors other than 
commercial banks. The success of this drive gave assurance that the 
periodic drive method would be continued and that, in place of monthly 
Treasury financing operations, intensified selling campaigns at less 
frequent intervals would be used. 


Although the Victory Loan drive was highly successful as to the 
total amount of money raised and represented a substantial accomplish- 
ment in placing securities outside the commercial banks, there remained 
much work to be done if the financing program was to play its proper 
role in the general anti-inflation offensive. While in this District 72,000 
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subscriptions were received (a far larger number than in any previous 
financing operation during the current war period), more intensive 
selling to a much larger group appeared to be required by the develop- 
ing gap between the amount of funds in consumers’ hands and the 
amount of consumer goods on which those funds could be spent. 


The payroll allotment plan developed by the War Savings Staff has, 
of course, reached a much greater number of individuals, but the war 
financing program as a whole should draw off much larger amounts of 
current incomes. A vastly larger number of individuals should be saving 
a greater part of their incomes and making their savings available for 
the financing of the war by buying Government securities. To facilitate 
saving and the purchase of Government securities, the familiar partial 
payment procedure is also available, the purchasers obtaining a tem- 
porary bank loan to carry the securities until they are able to complete 
payment. A joint statement of bank supervisory authorities issued in 
November indicated that banks would not be eriticized for making such 
loans on a short term or amortization basis.* This increasing pressure 
for sales of Government securities to every individual able to save part 
of his income, however, must not be allowed to degenerate into a futile 
round of purchase and redemption. The redemption privilege carried by 
the Series E, F, and G Savings Bonds is meant to be used only in cases 
of urgent necessity. It is a disservice to the country to purchase such 
bonds and to redeem them shortly thereafter in the absence of compelling 
need. Government securities purchased should be held through the war 
and for such longer periods as may be necessary to avert inflationary 
consequences of the spending of the funds. 


Commercial bank participation in Treasury financing, of course, 
continued to be important, even during the December drive. And, as in 
the case of previous Treasury financing operations, a disproportionate 
part of the securities offered continued to be taken in this District. The 
persistent tendency throughout most of the year for sales of Treasury 
securities, together with Federal tax revenues, to exceed Government 
disbursements in this area gave rise to a more or less continuous outflow 
of funds from New York and created a problem for the Federal Reserve 
System of keeping the New York money market adequately supptied 
with reserves. 


* Joint Statement of the Comptroller of the Currency, the Federal Deposit Insurance 
Corporation, the Board of Governors of the Federal Reserve System, and the Executive 
Committee of the National Association of Supervisors of State Banks. 


(See Federal Reserve Bulletin, December, 1942, pp. 1174-1175.) 
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Developments in the New York Money Market 


The annual report of this Bank for 1941 reviewed the rapid and 
disproportionate shrinkage in the excess reserves of New York City 
member banks, as compared with other member banks, and the reasons 
for that tendency (outflows of funds through Treasury and commercial 
transactions, which were only partly offset by a much reduced inflow of 
foreign gold). In the early part of 1942 the downward trend in the 
excess reserves of New York City banks was halted temporarily. Federal 
tax revenues increased substantially, and no ‘‘new money’’ financing 
operation by the Treasury was required, with the exception of one issue 
of $114 billion of Treasury bonds in the latter part of February. In 
paying for their allotments of this issue, the New York City banks made 
liberal use of the War Loan Deposit Account method of payment, and 
thus postponed any substantial effect on their cash reserves. Meanwhile 
deposits of Government checks in New York City banks increased rapidly 
in volume, so that, on balance, those banks had some net gain of funds 
through Government transactions during the first quarter of the year. 


A rapid change in the situation developed in April, however, which 
persisted more or less continuously through the remainder of the year. 
Federal revenues fell off sharply after the March income tax period; the 
rate of war expenditures accelerated rapidly; frequent and substantial 
ealls for the repayment of War Loan deposits by banks were issued by 
the Treasury, starting early in April; and the volume of Treasury 
financing through the sale of ‘‘market’’ securities was rapidly accelerated. 
Usually from 40 per cent to more than one half of the new issues were 
taken in this District. Although the banks here made payments for the 
new securities increasingly through book credits to War Loan deposit 
accounts, Treasury calls for payments from such accounts came so 
frequently that this method of payment had the effect only of delaying 
slightly the drain on the reserves of banks in this District, especially 
the New York City banks. 


There was also a cumulative withdrawal of funds from New York 
by business concerns. In addition, banks in this District, in common with 
banks throughout the country, had to meet a persistent public demand 
for currency. Finally, out-of-town banks drew on their balances with 
New York banks from time to time during the year, although the credit- 
ing of interest on securities held for such banks and of other collections 
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for their accounts, prevented an appreciable net reduction in such 
balances for the year as a whole. 


As a result of these influences, excess reserves of New York City 
banks melted away rapidly. By the middle of July total excess reserves 
of New York City member banks were slightly below $200 million, as 
compared with $1 billion at the beginning of the year. Even this figure 
did not adequately reflect the position of the New York City banks at 
that time, as these banks then held approximately $2% billion of demand 
deposits due to other banks throughout the country, much of which was 
subject to withdrawal, without notice, if and when those banks saw fit 
to employ their idle funds. Nevertheless, the New York banks gave vigor- 
ous support to each new Treasury financing, supported by the assurances 
of the Federal Reserve System that adequate reserve funds would be 
supplied as the need arose. The continued effective functioning of the 
New York money market was necessary to the success of the Treasury 
financing program. In effect, the New York market provides an outlet 
not only for its proportionate share of each security issue, but also for 
the residual amounts that are not taken up by other parts of the country. 
Furthermore, the New York market is called upon from time to time to 
absorb selling of securities by the rest of the country. The capacity and 
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the stability of the New York money and security markets, therefore, 
were one of the primary considerations of Federal Reserve policy during 
the year. 


Federal Reserve Policy 

Two of the principal objectives of Federal Reserve policy during 
1942 were forecast in a statement issued by the Board of Governors of 
the Federal Reserve System on December 8, 1941 (the day after the 

Japanese attack on Pearl Harbor), which read in part as follows: 
‘‘The System is prepared to use its powers to assure that an 
ample supply of funds is available at all times for financing the war 
effort and to exert its influence toward maintaining conditions in the 


United States Government security market that are satisfactory from 
the standpoint of the Government’s requirements.’’ 


These two objectives were: first, the maintenance of adequate member 
bank reserves, and, second, the maintenance of stability in the market 
for Government securities. A third objective which soon attained a 
primary position in Federal Reserve policy was to assist in the diversion 
of increasing amounts of the incomes of individuals to the repayment 
of debts and to the financing of the war, thus helping to counteract 
wartime inflationary tendencies. 


The first two of these objectives may be discussed together, as they 
are closely related. The need to supply additional reserve funds to 
the banks of the country grew out of the heavy drain on bank re- 
serves resulting from a rapid increase in the amount of money in 
circulation, and the large increase in member bank reserve requirements 
accompanying the growth of deposits. 


As for the objective of maintaining stability in the Government 
security market, no attempt was made to ‘‘peg’’ security prices at fixed 
levels. On the other hand, there was general agreement that a pro- 
gressive rise in money rates during the period of war financing would be 
inadvisable, as it would be an inducement to investors to postpone the 
employment of their funds until they could obtain higher rates of return, 
or, alternatively, would require successive conversions of the earlier, 
lower-yielding securities into the later, higher-yielding securities. 
Furthermore, such a trend in interest rates would add materially to 
the interest burden of the rapidly rising public debt, and might cause 
severe depreciation in the market value of the longer term securities 


previously outstanding. 
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No particular problem with respect to either was encountered during 
the first quarter of 1942. The reserve position of member banks was 
characterized by the continuance of a large volume of excess reserves, 
there were no large scale Treasury financing operations, and there was 
a good demand for outstanding Government obligations. From the 
beginning of the second quarter, however, excess reserves of member 
banks declined with considerable rapidity, and a question which had 
previously been raised but had not pressed for a solution, again came up 
for discussion: What should be regarded as an adequate amount of 
excess reserves in view of the magnitude of financing operations with 
which the Treasury was faced? No definite answer to this question was 
found, but the evidence obtained through experience during the year 
seemed to indicate that the measure of adequacy was a changing one. 
As the commercial banks gained experience with the money flows of the 
war period, their investment policies also changed and there was a 
gradual abandonment of the tendency to regard any fixed amount of 
excess reserves as a minimum, below which they should not go in em- 
ploying their available funds. At first there was a tendency on the 
part of many banks to assume that, when they purchased new issues of 
Treasury securities, they would sustain a corresponding loss of reserves, 
but they found that their payments for Government securities were 
largely offset (in varying degrees at individual banks, of course) by 
customers’ deposits of funds representing Government disbursements. 
With this change in attitude toward the maintenance of excess reserves, 
growing out of wartime experience, the amount of excess reserves re- 


quired to assure satisfactory response to Treasury offerings of new securi- 
ties tended downward. 


In approaching the problem of maintaining stability in the Govern- 
ment security market, it was recognized that, while a rising trend in the 
general level of money rates would be undesirable, some adjustment 
in short term money rates would be appropriate. The extremely low 
levels to which yields on short term Government securities had fallen 
were attributable to the rapid accumulation of surplus funds and limited 
demands in previous years, and it did not seem reasonable to expect 
the maintenance of such rates in a period of heavy demands for funds 
and diminishing surplus supplies. The maximum rate for long term 
Treasury financing tended early to become fixed at 214 per cent, but yields 
on short term securities were permitted to rise gradually until they 
provided moderate rates of return. Thereafter the whole range of rates 
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showed more stability, although moderate variations in market yields 
on securities of various maturities occurred in response to shifting 
demand and supply. Reserve System operations contributed materially to 
holding such fluctuations within comparatively narrow limits. This did 
not require, to any considerable extent, operations conducted solely for 
the purpose of supporting the market, as operations conducted for the 
purpose of maintaining adequate reserves in the banks accomplished, at 
the same time, the purpose of taking off the market securities for which 
other buyers were not readily available. A contributing influence in 
holding down the interest rate structure in the face of the huge financial 
requirements of the Treasury undoubtedly was the desire of investing 
institutions and individuals to do their part in the financing of the war, 
a consideration which led them to invest much more heavily in compara- 
tively low-yielding securities than would the profit motive alone under 
other circumstances. 


Several steps were taken by the Federal Reserve System toward 
the attainment of these two objectives of keeping the banks adequately 
supplied with funds and minimizing fluctuations in market prices of 
Government securities. First and most important were purchases of Gov- 
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ernment securities by the Federal Reserve Banks under the direction of 
the Federal Open Market Committee. Occasional purchases were made 
during the first quarter of the year, but in comparatively small volume, 
and System holdings of securities showed no net increase for that period. 
Beginning early in April, however, purchases were made in increasing 
volume and with little interruption during the remainder of the year. 
Between April 8 and December 30, total holdings of United States 
Government direct and guaranteed obligations by all Federal Reserve 
Banks increased by $3,746,000,000, an amount roughly comparable to 
the drain on bank reserves caused by the increase in the amount of 
currency in circulation during that period. 


As a means of promoting wider distribution of Treasury bills and 
encouraging investment by banks of temporarily idle funds, with assur- 
ance as to the liquidity of such investments, the Board of Governors 
on April 30 announced that the Federal Open Market Committee had 
directed the Federal Reserve Banks to purchase for the System Open 
Market Account all Treasury bills that might be offered to them on a 
discount basis at the rate of 3g per cent per annum. This action was 
measurably successful in broadening the market for Treasury bills. A 
further step in the direction of making Treasury bill investments more 
attractive was taken on August 7, 1942, when the Board of Governors 
made the following announcement: 

“‘The Federal Open Market Committee has supplemented its 
direction of April 30, 1942, to the Federal Reserve banks to pur- 
chase all Treasury bills that may be offered to such banks on a dis- 
count basis at the rate of 34 per cent per annum, by a further direc- 
tion that any such purchases shall, if desired by the seller, be upon 
the condition that the Federal Reserve Bank, upon the request of the 
seller before the maturity of the bills, will sell to him Treasury 
bills of a like amount and maturity at the same rate of discount.’’ 

With the support of this program, the weekly offerings of Treasury bills 
were progressively increased from $150 million in the first four months 
of the year, to $600 million in December; the banks were thus provided 
with a means of obtaining a small rate of return on temporarily idle 
funds, and with a means of ready access to Federal Reserve funds when 
they had need for additional reserves. 


Reserve funds were also supplied to member banks by a reduction 
of reserve requirements against demand deposits in central reserve cities 
— New York and Chicago. In view of the fact that banks in these cities 
had been subject to a cumulative loss of funds arising out of the dis- 
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proportionate amount of Treasury financing as compared with Govern- 
ment disbursements in those centers, the Board of Governors announced 
a reduction effective August 20, 1942, in the reserve required against 
demand deposits in central reserve city banks from 26 per cent to 
24 per cent. The drain on the reserves of these banks continued, and 
the excess reserves created by lowering reserve requirements quickly were 
dispersed thoughout the country. The Board of Governors announced 
further reductions from 24 per cent to 22 per cent, effective September 
14, and to 20 per cent, effective October 3. This reduced the percentage 
reserve requirements of central reserve city banks to the same levels 
as for reserve city banks, and no further changes were made during 
1942. The initial effect of these reductions was to release approximately 
$1 billion of reserves in New York City and approximately $225 million 
of reserves in Chicago. These reductions in required reserves were an 
important though temporary factor in the maintenance of a comfortable 
reserve position in banks in the two largest money and investment centers 
of the country during the year. 


While the primary effect of Reserve Bank open market operations 
and the lowering of reserve requirements of central reserve city banks 
was to add to the excess reserves of the banks in the principal centers, 
the secondary effects extended to banks all over the country. Treasury 
borrowing took money from those centers and Government expenditures 
disbursed the proceeds of such borrowing in every community. It was 
apparent, however, that Government expenditures would not distribute 
the funds evenly so that all banks throughout the country would ex- 
perience a gain of deposits. Banks that did not share proportionately 
in the increase in deposits might nevertheless be subject to losses of 
reserves through currency withdrawals or other transactions, so that 
it would be difficult for them to share in the war financing program un- 
less direct means of replenishing their reserves on advantageous terms 
were available. Consequently, to enable such banks to obtain additional 
reserves at low cost when the need arose, this Bank, and the eleven other 
Reserve Banks, established, in October, a discount rate of % per cent for 
advances to member banks secured by Government obligations maturing 
or callable in one year or less. This rate supplemented the established 
rate of 1 per cent for advances secured by longer term Government obli- 
gations and for rediscounts of eligible paper, and provided an incentive 
to banks to obtain additional reserves, as occasion required, against the 
pledge of some of their short term securities, instead of selling such 
securities to meet temporary needs for reserves. 
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As the war financing proceeded, it became apparent that if there 
were to be a change from the situation in which the efforts of the System 
necessarily were directed mainly toward the maintenance of adequate 
supplies of funds in the principal money centers, a wider distribution of 
Government securities must be achieved, so that there would be a closer 
balance between Treasury receipts and Government expenditures in the 
various parts of the country. Many banks, having become accustomed 
during recent years to holding considerable amounts of idle funds, 
continued that practice and even added to the volume of their idle 
funds as their deposits increased, directly or indirectly as a result of 
war expenditures. Consequently, it became necessary for the large city 
banks to absorb new issues of Treasury securities in amounts substan- 
tially greater than their excess reserves. The latter banks, in order to 
effect payment for the securities allotted to them, made liberal use 
of the War Loan deposit account procedure, by which they avoided 
immediate, heavy drains on their cash position, but subsequently had 
to meet Treasury calls for payments in instalments from such accounts. 
During the periods covered by such withdrawals, they usually experi- 
enced substantial offsets in the form of deposits of Government checks, 
but frequently it became necessary for them to sell some of their Gov- 
ernment securities, directly or indirectly, to the Reserve Banks in order 
to maintain their reserves at the required levels. 


In an effort to encourage wider participation in the war financing 
by all member banks in this District, the President of this Bank addressed 
a communication to the banks on October 30, in which he ealled attention 
to the importance of participation by all banks in the war financing 
program, and pointed out that under present conditions the policy of 
continuing to hold substantial amounts of idle excess reserves is no 
longer appropriate or desirable.* The communication also ealled atten- 
tion to the establishment of the discount rate of 14 per cent for advances 
to member banks secured by Government securities maturing or callable 
within one year, and to other measures taken to assure the banks that 
they would be provided with the necessary reserves. 


As a further measure to assist the banks in doing their proportionate 
share in support of the war financing program, another communication 
was sent to all banks in the District on November 20, calling their atten- 
tion to the advantages of qualifying for War Loan deposit accounts if 


* Circular No. 2534 of the Federal Reserve Bank of New York. 
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they had not already done so.j These accounts, which were developed 
during the first World War, permit banks that qualify as special de- 
positaries of the Government to make payment for Treasury securities 
purchased, not only for themselves but for their customers as well, by 
deposits to the credit of the Government on their own books. These 
deposits are subsequently withdrawn by the Treasury in instalments, 
as needed to meet Government expenditures. As the funds withdrawn 
by the Treasury are almost immediately returned to the banking system 
in the form of private deposits, through Government disbursements, 
there is little change in aggregate deposits as a result of these trans- 
actions. Although the disbursal of Government funds does not penetrate 
to all communities and banks in exact proportion to the purchase of 
Government securities, the effects on the reserve positions of the banks 
are reduced to a minimum by the use of this method. 


This War Loan deposit account procedure had been quite commonly 
used during the first World War and for some years thereafter, brit, 
to a considerable extent, had fallen into disuse in recent years because 
of the huge accumulation of funds in the banks in excess of the ability of 
the banks to employ them. The number of banks qualified for War Loan 
deposit accounts had fallen to a little over 3,000 (out of a total of about 
14,000), and only about 2,000 of the accounts were active. As a result 
of the circular sent out by this Bank and similar communications issued 
by Federal Reserve Banks in other districts, the number of banks quali- 
fied for War Loan deposit accounts had increased at the end of De- 
cember, 1942 to more than 5,000. 


In the latter part of the year legislative measures were under con- 
sideration which would make the use of War Loan deposit accounts still 
more attractive and advantageous to the banks. It was proposed that 
the Federal Reserve Act be so amended as to eliminate, for the war period, 
the application of both the assessment of the Federal Deposit Insurance 
Corporation and the member bank reserve requirement to War Loan 
deposit accounts. At public hearings shortly after the end of the year, 
this proposal had the support of representatives of the Federal Deposit 
Insurance Corporation and the Federal Reserve System. It was pointed 
out that use of such accounts greatly mitigates the effects of war financing 
on the reserve positions of banks, and that their general use is highly 
desirable at this time. The Federal Deposit Insurance Corporation 





T Circular No. 2548. 
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assessment primarily, and the reserve requirement to a lesser extent, 
have been an obstacle in numerous cases to the qualification by banks 
for War Loan deposit accounts. Since these accounts are fully secured 
by Government securities deposited in the Federal Reserve Banks, no 
risk with respect to the deposits is assumed by the Federal Deposit 
Insurance Corporation. And, as the growth of War Loan deposit 
accounts is determined not so much by the desire of banks to add to 
their investments as by Treasury needs for funds to finance war expendi- 
tures, it seems appropriate in war time to promote the use of such 
accounts to facilitate war financing by eliminating the reserve require- 
ments ordinarily applicable to them. 


The combined effect of all these measures—large open market opera- 
tions by the Federal Reserve System, the arrangements for the purchase 
and resale of Treasury bills by the Reserve Banks at a fixed rate, the 
lowering of reserve requirements of central reserve city banks, the 
establishment of a very low discount rate for advances to member banks 
secured by short term Government obligations, and steps to promote 
more general use by banks of War Loan deposit accounts—has been to 
enable the banks to contribute largely to the financing of the war, with- 
out undue strain on their reserve positions, and, at the same time, to 
maintain the degree of stability in the market for Government securities 
necessary to the success of Government financing operations. 


Thus far little use has been made of the borrowing privilege. Most 
banks have not yet reached the point where they have found it necessary 
to obtain advances from the Reserve Banks to enable them to earry their 
share of Government obligations and at the same time meet the credit 
needs of their customers. But there are also indications that many banks 
may still have some reluctance to resume the use of the Reserve Bank 
loan method of obtaining needed reserves, which was commonly em- 
ployed prior to 1934 but has largely fallen into disuse in subsequent 
years because of the great accumulation of excess reserves. In view of 
the great change that has occurred in the demand for funds relative to 
the supply during the war period, and the rapid shifting of funds which 
is bound to occur in such a period, it should now be regarded as entirely 
proper and desirable for banks to make use of Reserve Bank advances 
to the extent and for such periods as may be necessary to enable them 
to do their share in the financing of the war and to meet customers’ 
demands on them for funds. This method is one of the most flexible, 
and is the most generally available for adjusting the reserve positions of 
individual banks to their changing requirements. 
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Actions taken by the Federal Reserve System toward the achieve- 
ment of the third objective — the diversion of increasing amounts of the 
incomes of individuals to the repayment of debts and to the financing of 
the war — included the following: 

1. Further restrictions on the extension of instalment credit to con- 


sumers and the application of restrictions to charge account 
credit ; 


2. A statement urging banks to take steps to encourage the reduction 
of individual debts through amortization of bank loans; 


3. Promotion of the organization and effective operation of the 
Victory Fund organization in pursuance of the objective of 
financing the war as largely as possible outside the commercial 
banks, at the same time avoiding developments in the banking 
situation which might lead the banks to compete actively —_ 
other investors for the securities issued. 


On May 6 the Board of Governors of the Federal Reserve System 
announced the adoption of an amendment to Regulation W which im- 
posed further restrictions on extensions of consumer credit. Among the 
changes made in the regulation were a broadening of the list of articles 
to which the regulation applied, a shortening of the maximum permissible 
maturity of instalment credit for most listed articles from 15 months to 
12 months, and an increase in the required down payment for most of 
such articles to 83%4 percent. The scope of the regulation was also 
broadened to include charge accounts. Also single payment loans of 
$1,500 or less were limited to 90 days’ maturity. The effect of these 
further restrictions was to accelerate the liquidation of consumer credit, 
which had been under way for some months, thus absorbing fairly 
sizable amounts of the increases in consumers’ incomes. 


At the same time a joint statement was issued by the Board of 
Governors, the Comptroller of the Currency, and the Board of Directors 
of the Federal Deposit Insurance Corporation, which referred to one 
part of the President’s special message to Congress of April 27 urging 
the paying off of debts, and suggested to the banks the desirability 
of arranging for the amortization of bank leans to consumers. The 
statement indicated that examiners of these bank supervisory agencies 
were being instructed to ascertain whether debts of individuals were 
being reduced, and the circumstances which might be preventing the 
reduction of such debts. Furthermore, on June 17, the Chairman of the 
Board of Governors sent a letter to all banks, which referred to a 
meeting held in Washington for the discussion of the use of credit in 
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connection with the accumulation of inventories of consumers’ goods, 
and indicated that there had been complete agreement that the accumu- 
lation of inventories of such goods should be discouraged. The cooperation 
of the banks was enlisted in helping to achieve that objective. 


The organization of a Victory Fund Committee in each Federal 
Reserve District to promote the financing of war expenditures as largely 
as possible outside the commercial banks has been referred to previously 
in this report. The Federal Reserve Banks participated in the organi- 
zation of these Committees and assisted in various ways in promoting 
their effective operation. In each district the President of the Federal 
Reserve Bank serves as Chairman of the Victory Fund Committee, and 
in this District the Secretary of the Bank serves also as Secretary of the 
Victory Fund Committee. The staff of the Committee is housed in this 
Bank, and the bank organization has endeavored to cooperate with the 
staff of the Committee in promoting its work. A steady growth and 
development of the Victory Fund organization occurred during the 
year, and there was evidence of its increasing effectiveness, which was 
best demonstrated by the success of the Victory Loan Drive in Decem- 
ber. Still further growth and effectiveness of the organization is planned 
for 1943. 


In pursuing the objective of financing war expenditures as largely 
as possible through sales of securities to the general public and to insti- 
tutions other than commercial banks, so as to avoid any more additions 
than necessary to the purchasing power of the public through expansion 
of commercial bank credit, the Federal Reserve System has endeavored 
to maintain a banking situation which, while providing the banks with 
sufficient funds to enable them to give the required amount of support 
to the war financing program, at the same time would not permit such 
excessive accumulations of idle funds in the banks as to lead them to 
absorb an undue proportion of the Government security issues. It has 
been felt that if banks were kept supplied with unduly large amounts 
of idle funds, they would be kept under pressure to increase their in- 
vestments and thus would tend to compete actively with other investors 
for the securities issued, instead of limiting their absorption of securities 
to the amounts remaining after the demands of other investors had been 
satisfied. Thus an unnecessary and undesirable expansion of bank credit 
might result which would tend to accentuate inflationary pressures. 
These considerations pointed to the conclusion that, instead of under- 
taking to maintain an arbitrarily determined amount of excess reserves 
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in the banks, it would be preferable for the Federal Reserve System to 
take into account developments in the investment policies of the banks, 
and to determine System policies with respect to the reserve position 
of member banks in the light of such developments. In general, the 
experience gained during 1942 indicated that the amount of excess 
reserves, relative to the amount of securities to be absorbed by the banks, 
which is required to assure the success of war financing operations, is a 
gradually diminishing one. 


War Work of the Bank 


The central banking system of a country at war inevitably must 
devote a major part of its energies to promoting and assisting in the 
financing of the war program. That has been true of the Federal Reserve 
Bank of New York, and of the Federal Reserve System, during the past 
year. Most of the questions of policy which had to be decided during the 
year arose out of the rapid growth in war expenditures, and the efforts 
which are being made to counteract the infiationary tendencies always 
present in a war period. This absorption in the war program was 
accompanied by a rapid expansion in the volume of work and in the 
personnel of the Bank which began in 1941 and was accelerated in 1942. 
The number of employees increased from 2,482 at the end of 1940, to 
3,069 a year later, and to 3,847 at the end of 1942. Most of the expansion 
was in departments of the Bank that are almost exclusively engaged in 
fiscal agency operations — that is, in work performed as bankers for the 
Government in the Second Federal Reserve District. 


The greatest expansion occurred in the Government Bond Depart- 
ment, the number of employees in which increased from 66 et the end of 
1940 to 761 at the end of 1942, including the newly established Savings 
Bond Redemption Department. The rapid growth of this department 
was required by the tremendous increase in the amount of Government 
expenditures to be financed, and the much greater increase in the number 
of securities to be issued owing to the participation in war financing by 
millions of individuals of relatively small means, as well as by banks and 
other business and financial institutions and the wealthier investors. As 
the table on page 31 indicates, the number of Government securities 
issued, redeemed, and exchanged (including War Savings bonds delivered 
to the numerous institutions that have qualified as issuing agents) rose 
to nearly 20 million in 1942 as compared with less than 4 million in 1941, 
and a little over 1 million in 1940. The increase in dollar volume, al- 
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though very large, was, of course, much less than the increase in the 
number of securities handled. 


As the volume of War Savings bonds in the hands of the public 
increased, there was an accompanying increase in the number of bonds 
presented for redemption, mostly of $25 and $50 denominations. How- 
ever, the dollar amount of Savings bonds redeemed averaged only about 
3/10 per cent per month of the amount outstanding of all series. Never- 
theless, the task of handling these redemptions was one of increasing 
magnitude and a special department (the Savings Bond Redemption 
Department) was set up by this Bank at 51 Pine Street to receive bonds 
presented for redemption and promptly to issue checks in payment for 
the bonds. 


Several other departments of the Bank have been largely engaged 
in handling financial operations for the Government and its subsidiary 
corporations, most of which operations are now related to war activities. 
Among these departments are the Securities Department, the R.F.C. 
Custody Department, the Credit Department, and the Foreign Funds 
Control Department. Still other departments, such as the Check De- 
partment, the Foreign Department, and the Security Custody Depart- 
ment, also engage in fiscal agency operations. 


Next to the Government Bond Department, the R.F.C. Custody 
Department showed the largest growth during 1942. The Reconstruction 
Finance Corporation and its various subsidiaries are now engaged almost 
exclusively in war activities, including the construction of production 
facilities for the manufacture of war materials, the procurement of 
stock piles of strategic materials, the operation of the Government’s war 
damage insurance program, and other projects directly related to the 
war effort. The Federal Reserve Banks, acting as fiscal agents, custodians, 
and depositaries for the Reconstruction Finance Corporation and its 
subsidiaries, actively participate in the administrative aspects of the 
Corporation’s program. 


This Bank disburses, by checks drawn on the Treasurer of the 
United States, the amount of loans and other payments made by the 
Reconstruction Finance Corporation and its various subsidiaries, and 
receives, examines, and holds notes and collateral of borrowers. Many 
thousands of transactions were involved in these operations. 


Among the subsidiaries of the Reconstruction Finance Corporation 
for which this Bank handles financial transactions are the Defense Plant 
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Corporation, which purchases and leases plants for war production and 
makes such facilities available to others engaged in war work, the Defense 
Supplies Corporation, the Rubber Reserve Company, and the Metals 
Reserve Company, which are primarily engaged in purchasing, holding, 
and selling strategic and critical materials and supplies, and the War 
Damage Corporation which insures buildings and other property against 
loss or damage resulting from enemy attack or action of our own armed 
forces in resisting enemy attack. A very sizable task, which was handled 
by the Bank for the Defense Supplies Corporation in 1942 (and con- 
tinued in 1943), was that of making payments for new and used auto- 
mobile tires and tubes received by the Corporation from consumers; up 
to the end of 1942 the R.F.C. Custody Department made payments for 
approximately 226,000 tires and tubes. 


For the War Damage Corporation the Bank received from insurance 
companies and verified during the last six months of 1942 approximately 
2,500,000 tickets or advices, relating to approximately 1,250,000 war 
damage insurance policies written by insurance companies for the War 
Damage Corporation during that period. 


A considerable expansion of the Credit Department also was re- 
quired during the past year to handle a new type of work assigned to 
the Bank as fiscal agent of the Government. Under an Executive Order 
issued by the President of the United States on March 26, 1942, the 
Federal Reserve Banks were assigned the task of acting on behalf of 
the War Department, the Navy Department, and the Maritime Commis- 
sion in arranging for loans by member banks and other financing insti- 
tutions to businesses engaged in war production, with guarantees to 
the financing institutions of the ultimate payment of stated percentages 
of such loans. These loans, which are arranged under a regulation issued 
by the Board of Governors of the Federal Reserve System, are now 
commonly referred to as ‘‘Regulation V’’ loans. Members of the Credit 
Department interview prospective applicants for such guarantees, receive 
applications, investigate and analyze the financial condition of the busi- 
nesses, and transmit the applications, together with the recommendation 
of the Bank, to Washington for approval. Upon receipt of authorization 
from the Government departments in Washington, the Bank issues 
guarantees and undertakes to service the loans in certain respects. 


The rapid development of the Foreign Funds Control Department 
of the Bank (formerly the Foreign Property Control Department), 
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which handles the work of the Bank as agent of the Treasury Department 
in the administration in this District of the Executive Order under 
which the property of a number of countries and their citizens or resi- 
dents are ‘‘frozen’’ and transactions permitted only under licenses, was 
reviewed briefly in the annual reports of this Bank for 1540 and 1941, 
The more routine work of this department in handling applications for 
licenses to engage in transactions involving blocked accounts was some- 
what reduced during the past year, partly as a result of the issuance 
of additional general licenses, under which licenses for specific trans- 
actions are not required, and partly owing to the interferences with 
normal trade which have resulted from the entrance of this country into 
the war. On the other hand, the work of the department in assisting 
the Treasury Department in the detection and prevention of financial 
transactions involving interests of Axis countries or others, which might 
interfere with the war effort, has been considerably expanded during the 
past year. At the end of 1942 the work of the department still required 
the services of about 275 employees. The department outgrew its quarters 
in the Bank in 1941, and since that time has been occupying the fifth and 
sixth floors of the building at 70 Pine Street. 


As bankers to the Government, this Bank maintains deposit accounts 
for the Government on its books, receives subscriptions for offerings of 
Treasury securities to finance war and other expenditures of the Gov- 
ernment, allots the securities to subscribers and receives payments, col- 
lects tax checks and other revenues, pays Government checks issued by 
disbursing officers and interest coupons, purchases and sells securities 
for various Government accounts, and holds in custody securities for 
such accounts as well as stocks of unissued Treasury securities. 


Altogether, these various operations of the Bank as fiscal agent 
of the Government represent a sizable part of the total operations of 
the Bank. 


There was also a further moderate expansion in the general opera- 
tions of the Bank, largely as a result of war activities. The rapid growth 
of industrial payrolls required the issuance of larger amounts of currency 
than in any previous year, and the volume of check clearing operations 
also increased considerably. 


Because of the magnitude of the increase in the Bank’s operations, 
the matter of maintaining an adequate staff presented some difficulties 
during the past year. In addition to hiring a large number of additional 
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employees to handle the increased volume of work, it was necessary also 
to replace members of the Bank’s staff who entered the armed forces of 
the country (numbering nearly 500 at the end of 1942), and also to 
replace a considerable number of employees who resigned during the 
year to enter the civilian services of the Government or were attracted 
by employment opportunities in war industries or other activities. Suit- 
able replacements became increasingly difficult to obtain as the year 


progressed. 


Some Measures of the Volume of Operations of the 
Federal Reserve Bank of New York 











1942 1941 
Number of Pieces Handledt 
Bills discounted: 
WEENIE (Sos 3 cedcevadekensilanweusauuneees 585 613 
PRICE NONUINEON Giccclscaraane cic eduweavaueneres 585 767 
Industrial advances: 
POOR CNET ed bcd nde ec wae ce onuan cue senses 1 2 
Commitments to make industrial advances ....... 2 4 
Currency received and counted ........ceececccecess 735.507.000 707,022,000 
Coil) TECGIVER BNE COUT 6oi6idiciccdccic cncwcescccaes 1,325.127.000 1,165,826,000 
CHER NAMEN cvnwccdncedcnckwovadccesrwuceustonns 236,600,000 229,994,000 
Collection items handled: 
United States Government coupons paid* ........ 4,799,000 4,733,000 
PR ANOR ton covedentecaduetessutedusdecuceeasle 1,730,000 1,950,000 
Issues, redemptions, and exchanges by fiscal agency 
department: 
United States Government direct obligations ..... 19,776,000 3,746,000 
PUR CANOD cis cbves Hieea Pocwaddee ee ceeds euuee ens 242,000 247,000 
Wire Gransteis Of fUn0s so sscnicec de ses cuvecsedtcaes 165,000 182,000 
Amounts Handled | 
EN CNRDULOED: 5/55 draw cick cc calceonnecoamnascdes nt $106.361,000 $82,249,000 
Industrial advances: 
FRONDS CHACOUMNONE oh5 Caiec cocut oa euanwearivencewals 10,000 25,000 
Commitments to make industrial advances ....... 145,000 1,205,000 
Currency received and counted .............0eeeeee 3,804,765,000 3,444,867,000 
Coin: received: and Ccoanted: 066 ss cscs cccscsccccesess 129,409,000 124,163,000 
Gheela: Named. osiicieinecsasddcasiidveseveaseeadaceds 124,910,720,000 | 97,404,120,000 
Collection items handled: 
United States Government coupons paid* ....... 703,483,000 601,755,000 
POU GRANGE. sie cutorcscantta cuedu anes Weeces maavueceds 1,711,466,000 1,760,296,000 
Issues, redemptions, and exchanges by fiscal agency 
department: 
United States Government direct obligations ....| 46,726,911,000 | 19,567,068,000 
AE OWED. ey lew ndewdache ce duuedimavcauanniadts 2,567,823,000 2,442,628,000 
Wire thanslere OF LONE: fucks oxcxbad eo cckeccedwecens 42,120,814,000 | 37,340,974,000 





+ Two or more checks, coupons, etc., handled as a single item are counted as 
one “piece.” 


* Includes coupons from obligations guaranteed by the United States. 
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War Effects on the Second Federal Reserve District 


War effects on the economy of this District have been so numerous 
and so varied, that it is difficult even to summarize some of the principal 
developments within a brief space. In general, it may be said, however, 
that despite the location in this District of a number of large aircraft and 
instrument factories, shipyards, and munitions plants, the District shared 
to a smaller extent than a number of others in the contracts for war 
materials. As the accompanying diagram indicates, the increase in the 
estimated income of the District during the war period, while very sub- 
stantial, has been less than for the country as a whole. It is estimated 
that the percentage of the national income received by this District 
declined from about 20 in 1939 to somewhat over 18 in 1942. 


The impact of the war program on the different communities within 
the District varied widely. New York City, because of the predominance 
among its manufacturing industries of consumers’ goods lines, especially 
clothing, and the importance of its distributive trades (including not 
only wholesale and retail businesses, -but also large exporting, importing, 
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and shipping industries), experienced more of the adverse effects and 
less of the stimulating effects of the war than many of the large cities 
in other parts of the country. Industrial employment in the City has 
increased rather substantially during the war period, but a considerable 
amount of unemployment persisted long after labor shortages developed 
in many other communities. Registrations for sugar rations in May, 
1942 indicated a reduction in the population of New York City since 
the 1940 census. The reduction is attributable partly, but not entirely, to 
the effects of the draft and enlistments in the armed forces. In the latter 
part of the year special efforts were made to obtain war contracts for 
the industries of the City which, together with seasonal employment 
and continued inductions of men into the military services, appear to 
have reduced considerably the number of unemployed workers in the City. 


In contrast to the New York City situation, large increases in em- 
ployment occurred in a number of other cities in the District as a result 
of the receipt of war contracts, especially in localities where metal- 
working industries predominate. In some instances, notably Bridgeport, 
Connecticut, and the Buffalo-Niagara area, the increases in employment 
in war industries have been so large that labor shortages and housing 
problems developed. Other localities listed as areas of approximate 
balance between labor supply and demand — that is, where the readily 
available labor supply appeared to be fully employed at the end of 1942 
— include Stamford, Connecticut, the Albany, Elmira, Rochester, and 
Utica areas in New York State, and the Jersey City, Long Branch, 
Morristown, Newark, Paterson, and Perth Amboy areas in New Jersey. 
In a number of other localities, the available labor supply was expected 
to be exhausted within about six months. Only New York City, Yonkers, 
and Central Long Island were listed as areas of labor surplus. The 
accompanying table shows the comparative increases in industrial em- 
ployment in a number of localities or areas of the Second Federal Re- 
serve District as reported by the State Department of Labor and the 
United States Bureau of Labor Statistics. 


On the whole, it appears that the war industries of the District have 
been manned largely by workers drawn from surrounding territories, 
and by women not previously employed, although in certain areas, such 
as the Bridgeport and Buffalo-Niagara areas, there was probably a con- 


siderable amount of migration from more distant places. 
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Percentage Increases in Factory Employment, 
August, 1939 to December, 1942 





SN INE Rss siwiiwn.cueae eden swe netted esenencewn 135 
Albany-Schenectady-Troy, N.Y. ...ccccsccccccccceees 132 
PRAIA NIE ose fo 'ove iia a ses isipinies eo elewieisinw sine owas 118 
PBR ELT ick waeaw ecrnnesarscaainiseaeeween 94, 
OOREMEE INS Ne Giaslancuniswen cs ecsosaeiearnnsedmens 70 
RB, Ei iy cass cc sae eenseamasaedsanas sosane ence 60 
SMEG Es eke Sore stains ease eae wea nuls oewied 48 
BIER GIS 2s vi ores insane aorieserawocsuwnens 48 
BURN EM TIM odor” hve rear aravecatevsipidiaih ecnietertacnve Sie mniaisewies a8 45 
Kingston-Newburgh-Poughkeepsie, N. Y. ............. 35 
MES MING foe Shrink CEG AS ReMi OsE Raw Meee 33 
ON, RW ob sos waa ble heads ema iNew en neeeeds 29 
Binghamton-Endicott-Johnson City, N. Y. ............. 21 
SOIREY NYE Not asc anecaiasiad dae anean ebiaaawenks 16 





* Data for these cities are from United States Bureau of Labor Statistics and represent 
percentage increases over 1939 average; data for all other localities are trom the 
Division of Statistics and Information, New York State Department of Labor. 


As in other districts, the egriculture of this District was hampered 
during the past year by the drain of workers to war industries and 
the effects of the draft, but on the whole it appears to have been possible 
to obtain enough migratory labor and inexperienced help to supplement 
the available supply of local farm labor to avoid serious crop losses 
in 1942. 


The varying impact of the war program on the various communities 
was refiected in the relative growth of bank deposits. Here again, the per- 
centage increase in deposits in New York City banks fell far short of the 
increase for the country as a whole, and was considerably exceeded in a 
number of other cities in the Second District. Government checks, repre- 
senting payments on war contracts held by large corporations and other 
Government disbursements, were deposited in New York City banks 
in increasing volume, and near the end of the year averaged about 
$400,000,000 a week, but a large part of the proceeds was withdrawn, 
doubtless to cover payrolls, purchases of materials, and other business 
expenses. Furthermore, as was indicated earlier in this report, a dispro- 
portionate amount of war financing was done in New York City, with the 
result that there was a persistent outflow of funds during much of the 
year through Treasury operations. For the year as a whole, deposits, 
other than War Loan deposit accounts of the Government, showed a net 
increase of 5 per cent in New York City as compared with an increase 
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of 17 per cent for all member banks. As the following table indicates, 
however, there were substantially larger increases in deposits in a number 
of other cities in the District, especially in those which participated 
largely in war contracts. 


Increase in Member Bank Deposits, Exclusive of U. S. Government Deposits, 
between December 31, 1941 and December 31, 1942 











Per cent 

increase 
United States, all member banks ....... asar ae coe e aed 17 
New York City, central reserve city banks ............ 5 
DeTNEGEAIGs. IND Ma. eneisaes.csbedincc deacedeccanowam aes 28 
Bridcoport:, Cont. <cccccneoweucusencscnucecdcoenves | 27 
WNICMG OIG ha ckae davete enw cceueuea lew coe wadeeedeene 19 
OOIMEMEL ING We i: dxaiisincveweaes aeuavcdiax nas aeewne 17 
ING WAtEy NUS, Koya ron alea do waane newa Wane omaeaanemencs 16 
Spence te Wi as av a niieisxire vwanta Rawde@eamenneware’s 16 
Wteisiiten ING Ne: cos cate ence ed oem keke an aeee wane aauaes 14 
MIGMGNGs (ING * Bus (elias wees Ao ine wwike Kew mode we Ree Moun es ll 
sereiy Gree Notice lic cculayiaosneedsadexosacnanies 4 
PG INE We Saas tiaaidode cies so dcadnaoeieeherrer 1 





The securities distributing and brokerage businesses had a dull year 
on the whole, although the volume of security trading increased con- 
siderably in the latter part of the year. Flotations of new capital issues 
fell to the lowest level since 1933, reflecting in part the inability of cor- 
porations to make capital expenditures except for war production facili- 
ties which were largely financed by the Government, and in part a 
substantial reduction in borrowings by State and local governments. 
Refunding operations, also, were greatly reduced. 
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International Movement of Capital and Gold 
and the Foreign Exchanges 


CAPITAL AND GoLD MovEMENTS 


The transition of most of the world from a peacetime to wartime 
economy had, as might be expected, further far-reaching effects during 
1942 on the character of the balance of payments between the United 
States and foreign countries. As a result of the virtually world-wide 
application of controls over gold and the foreign exchanges, gold and 
capital movements are now largely on a government-to-government basis 
and such international transfers of private capital as do oceur in general 
are permitted only if they do not detract from the war effort. Even in the 
ease of official transfers, credit arrangements by Government agencies, 
undertaken principally to facilitate the movement of goods between Allies, 
have to a large extent eliminated the need of cash settlement of balances 
arising from the international flow of goods. Foreign trade in turn is no 
longer influenced by the usual peacetime consideration of maintaining 
some degree of balance, but primarily by the need of war materiel at the 
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(Cumulative movements since January 1, 1935. Gold movement based on changes in 
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various fronts and the productive and shipping facilities available to 
satisfy the demand. 


_The changing character of the United States balance of international 
payments is indicated in the preceding diagram, showing the cumulative 
movement of gold, capital, and merchandise trade for the past eight 
years. It can be seen that the excess of our merchandise exports over 
imports rose precipitously during 1942. Total exports from the United 
States amounted to $7,826,000,000, or 52 per cent above the 1941 total. 
At the same time, imports from abroad declined 18 per cent from the 
previous year’s total to $2,743,000,000, although this amount excludes 
goods purchased abroad which were not imported during 1942. While 
in previous years the ‘‘favorable’’ trade balance of the United States 
had been a substantial factor in this country’s acquisition of most of the 
world’s gold supply, there was actually some reduction in our gold stock 
during 1942, despite a merchandise export surplus which was the largest 
on record. The explanation lies primarily in the fact that of the year’s 
total exports, considerably more than one half was made under the 
lend-lease program. Exports on a cash basis, amounting to $3,158,000,000, 
were, in fact, only slightly larger than our eash imports, excluding goods 
purchased and accumulated in stock piles abroad. 


During the year under review therefore the trade surplus of the 
United States was chiefly offset in the balance of international payments 
by what may be considered a special type of foreign loan, rather than by 
a reduction in foreign holdings of gold and dollar exchange, as had been 
the case in other recent years. To the extent that our lend-lease assistance 
has not been offset by reciprocal aid given to us, our claims on the recipi- 
ents of lend-lease aid constitute, in a technical sense, an ‘‘export’’ of 
American capital. Some indication of the magnitude of this ‘‘export’’ 
may be seen from the fact that from March, 1941 through December, 
1942 the total of goods transferred and services rendered under the 
Lend-Lease Act amounted to $8,253,000,000, of which $7,009,000,000 
occurred during 1942. Toward the end of the year, lend-lease aid was 
being provided at an annual rate of about $10,000,000,000. 


In addition to lend-lease assistance, outright financial aid has been 


rendered to many anti-Axis countries. The largest single recipient of 
credit during 1942 was China. In April $200,000,000 was made available 
out of the $500,000,000 aid to China authorized by the Congress in 
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March, 1942. Furthermore, a number of countries received considerable 
amounts of dollar exchange in payment of our expenses in connection 


with our military and other operations abroad. 


Inasmuch as these credits and payments made a large supply of 
dollars available at a time when the lend-lease program reduced 
foreigners’ needs of dollar exchange, 1942 witnessed a material rise in 
foreign-owned funds held in the United States. According to the pub- 
lished figures, foreign banking funds in this country rose by $394,000,000 
for the first eleven months of 1942; most, or $312,400,000, of the increase 
was for the account of foreign central banks, governments, and their 
agencies. When a further reduction in American banking funds abroad 
and international security transactions are taken into consideration, the 
recorded ‘‘inflow’’ of funds during this period amounted to $530,900,000, 


and this amount excludes funds used for the purchase and earmarking 
of gold here during the year. 


This movement, which followed a sizable reduction in foreign hold- 
ings of dollar exchange in 1941, resumed the ‘‘inflow’’ which had per- 
sisted for several years prior to 1941. It should be emphasized, however, 
that the 1942 movement differed greatly in nature from that of the 
earlier years. The movement in 1942 was an ‘‘inflow’’ only in the sense 
that there was an increase in the amount of dollars owned by foreigners, 
resulting from an excess of cash payments made to foreigners over cash 
payments received from foreigners. It was, in fact, much more than 
offset by the unreported ‘‘outflow’’ of American capital arising from 
our foreign lending including lend-lease operations. The movement in 
the earlier years, on the other hand, reflected a conversion of foreign 
currency or other means of payment into dollar assets — it reflected an 
actual inflow of foreign capital. The prospect of capital gains seems to 
have been one of the primary motives during the three years ended 
1937, when $1,200,000,000 of a reported capital inflow of about 
$3,400,000,000 represented the foreign purchase of American securities. 
With the development of political tension in Europe, however, considera- 
tions of speculative gains appear to have become subordinated to the 
factor of safety, as capital fled from Europe in the months leading up 
to the actual outbreak of war. In contrast to the inward transfer in 
1935-1937, about 90 per cent of the $1,600,000,000 inflow recorded during 
1938 and 1939 remained in the form of idle bank balances. 
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With the outbreak of war and the prompt application of foreign 
exchange control by the belligerents, the flight of capital from Europe 
subsided greatly, but the building up of foreign funds in this country 
continued, as the Allies began a large scale liquidation of their gold 
reserves and American securities in order to accumulate dollar exchange 
for the prosecution of the war. Indicative of this second major change 
in the character of the inward movement, the reported inflow of about 
$700,000,000 during 1940 was predominantly for official foreign account. 
The table below shows the reported movement of capital, by types of 
funds, for the past eight years. 


Reported Movement of Capital between the United States and Foreign Countries 
(In millions of dollars; capital inflow + or outflow — ) 





























In banking funds Through security transactions 

| Total | | Domes- | | Broker- 

capital “Official” tic | Foreign | age bal- 

movement| Total (a) Private | Total |securities|securities ances 

OR stcdncaser.as + 1413|/+ 965/+ 10]+ 955|/+ 4481+ 317/+ 125/+ 6 
| SE Eee sapere + 1,196} + 397) + 71 | + 326 | + 799 | + 601 | + 191 | + 7 
MOR io ncaa + 802}/+ 256/+ 163/+ 93} + 546|+ 245|-+ 2671+ 34 
Rei ate ain ure atees + 4384);+ 318} — 5 | + 323|;+ 116;+ 58|;+ 58 _ 
NG oisiie aisle eters + 1,177} + 1,146|+ 304} + 842/+ 31|)— 86|+ 84 + 33 
UE insite al croaratel vce + 706\;+ 853/+ 658 | + 195 | — 147 ea 245 + 78ji+ 20 
es sins — 497}/— 27|/— 147|— 140] — 210| — 262/+ 52 | — 
1942 through Nov.30} + 531}/-+ 504) + 312} + 192 be 20 | + 55/— Ill | + 3 














(a) Since July, 1942, includes funds held for account of foreign central banks, central governments, 
and their agencies; prior to that date included only certain foreign funds held with the Federal 
Reserve Bank of New York and commercial banks in New York City. 


Another development changing the previous pattern of the balance 
of payments was the increased interest shown in gold as.a monetary 
reserve by foreign central banks and governments. Concurrently with 
the accumulation of dollar exchange, foreigners converted an appreciable 
amount of dollars into gold to be held under earmark at the Federal 
Reserve Banks. The extent of these operations may be seen from the 
fact that a total of 19 foreign central banks and governments purchased 
and earmarked gold here during 1942, and the total amount rose 
$458,400,000 during the year to $2,673,800,000, the largest amount ever 
held under earmark. The large scale acquisition of gold, which, in fact, 
began around the middle of 1941, appears to have been associated prin- 
cipally with the accumulation of dollar exchange by many ccuntries 
whose gold reserves had been under heavy strain in the prewar years 
either because of their adverse trade balance with this country or for 
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BILLIONS 


FOREIGN GOLD 
HELD UNDER EARMARK | 





1939 1940 i944 1942 
Gold H-'d Under Earmark for Foreign Accounts and Foreign Deposits in 


Federal Reserve Banks 
other reasons. To the extent that the recent foreign purchases of gold 
were accomplished through the use of newly acquired dollars, the result 
constitutes a salutary redistribution of the world’s gold supply which 
would contribute to the establishment of a sound basis for exchange 
stability after the war. 


ForrEIGN ExcHANGES 


Contrary to the experience of the last war, the foreign exchanges in 
the present war, by and large, have displayed a greater degree of rate 
stability as hostilities have progressed. Underlying this stability has been 
the widespread application of rigid foreign exchange control, which, al- 
though not entirely effective in establishing stability in the early months 
of the war, had been well established by the end of 1940. While foreign 
exchange quotations are now largely a matter of official control and the 
monetary authorities are reluctant to make changes in the midst of a war, 
other developments arising out of the war have also contributed to the 
stability. One of these has been the growing use of credit arrangements 
for settlement of international balances. In the case of the United States, 
the lend-lease program has provided for the transfer of vast amounts of 
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war materiel without the necessity of monetary settlement, thus avoiding 
an otherwise inevitable strain on the exchanges of our Allies despite the 
exchange controls. Another important factor of stability, which in part 
is an outgrowth of the first, has been a further consolidation of individual 
currencies into more clearly defined blocs. At the same time, each bloc 
has become more isolated from the others (except as between the dollar 
and sterling areas) as the war has virtually brought to a halt most com- 
mercial and financial transactions between areas. 


Unlike the Axis-controlled areas, where consolidation has been accom- 
plished largely by military conquest, the development of the Allied cur- 
rency blocs has reflected a strengthening and widening of prewar 
systems. The development of a better defined dollar area has resulted 
from a number of factors arising out of the war. In the first place, 
there has been a shift in the foreign trade of Latin America toward 
the United States, following the interruption of trade with Europe at 
the outbreak of war in 1939. The strengthening of the dollar area has 
also been facilitated by Export-Import Bank loans and various agree- 
ments with Latin American countries designed to stabilize their curren- 
cies vis-a-vis the dollar. Finally, a greater degree of consolidation among 
the Western Hemisphere exchanges has been accomplished by the control 
over Axis and other foreign funds which was initiated by the United 
States and subsequently adopted by most of the Latin American 
Republics. 


Foreign Relations 


Deposits of foreign central banks and governments at the Federal 
Reserve Banks amounted to $792,800,000 on December 31, 1942, little 
changed from the figure a year earlier. Reflecting, however, considerable 
interest of foreign central banks and governments in acquiring United 
States Government securities, the total of such securities held by this 
Bank for foreign account at the end of 1942 amounted to $481,000,000, 
an increase of $319,000,000 for the year. In addition, there was the 
increase of $458,400,000 in earmarked gold holdings for foreign account, 
commented upon previously in this report. Largely as a result of the 
increases in United States Government securities and earmarked gold, 
the total amount of funds held by the Reserve Banks for foreign account 
rose $791,000,000 during the year to reach a new high figure of nearly 
$4,000,000,000. 
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Balances which this Bank holds abroad for its own and other Federal 
Reserve Banks’ accounts showed virtually no change during 1942. There 
continued to be no holdings of commercial bills denominated in foreign 
currencies. 


A series of six short term loans, secured by gold earmarked at this 
Bank, were made to a Latin American central bank during 1942. These 
loans were made for the purpose of providing dollar exchange, an ade- 
quate supply of which was not being promptly obtained because of war- 
time delays in the shipment of export products to the United States. By 
the end of the year, four of the loans had been repaid, and the outstand- 
ing balance owed on December 31, 1942 was $2,500,000. This loan opera- 
tion was effected by this Bank with the approval of the Board of Gov- 
ernors of the Federal Reserve System and was participated in by other 
Reserve Banks. 


Foreign operations, conducted by this Bank as fiscal agent of the 
United States, increased considerably during 1942. With the United 
States at war, the scope of governmental transactions of a foreign 
nature naturally widened and in this connection this Bank acted as 
agent of the Treasury and of certain Government agencies. 
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Financial Statements 


STATEMENT OF CONDITION 


Money market events during 1942 are reflected in the changes 
shown in the accompanying statement of condition of the Federal 
Reserve Bank of New York. Total reserves declined $1,282,058,000 owing 
largely to heavy outflows of funds to other districts through Government 
and business transactions, partly offset by payments to this Bank by other 
Reserve Banks for securities purchased in the New York market for 
System Open Market Account and allotted to them. Increases in the 
reserves of member banks in most of the Southern and Western districts 
gave indications of the destinations of the funds, and presumably re- 
flected the effects of war expenditures and larger agricultural receipts in 


(In thousands of dollars) 








ASSETS Dec. 31, 1942 Dec. 31, 1941 
Gold certificates on hand and due from U. S. 

WNCOGUES cvienulicns dandedctalouarewcnneses $ 6,855,451 $ 8,164,207 
Redemption Fund—Federal Reserve notes ..... 1,364 1,047 
MOE CHRD ea hale e Wad nck ck cee eudeee eee weeny 73,223 46,842 

VOIMe VOGERVER cc kwdccence del tncneens $ 6,930,038 $ 8,212,096 


Bills discounted: 
Secured by U. S. Government obligations, 





direct and guaranteed .............+. $ 235 | $ 615 
Other bills discounted .......cccccesscces 1,062 tC 
Total bills discounted ............06. $ 1,297 $ 690 
IGUNINIAL MUVETOES <occiccccdvcicccecesacnceees $ 611 $ 1,098 
U. S. Government securities, direct and 
guaranteed: 
PERG eer wus sus aistelacs Gane crea we eee $ 713,273 $ 385,295 
PRUNE aCe Nees asl SeeaaKe meee T CERN MEERG 343,553 204,177 
COBNNCDIOR ciiriedarinneeusadties muvence ewe 265,889 
rasta eens toe wt ede aenes 372,606 2,724 
Total U. S. Government securities, direct 
SG BUAIAINEEN cocks cseccwayscns $ 1,695,321 $ 592,196 
Total bills and securities ............ $ 1,697,229 $ 593,984 
Due trom: foreign Henke ac.asee's ccc sccessncece $ 18* $ 18* 
Federal Reserve notes of other banks ......... 7,019 4,493 
URGGIOEE IQTED face cieNdtw ks dow es cwedieecnenes 382,789 316,326 
Bathe HLPMNON: cc ccs wannncconecnwanscencuenens 9,823 10,507 
UGE GEROIR 6 foie swe Scdcetiunun tie wncntee ceases 21,947 11,148 
POUGE MEEOIE nv. 0 tide because iene ees $ 9,048,863 $ 9,148,572 


* After deducting participations of other Federal 


IOSORGG ADEOOR <ccccesssweenewnecoececs 29 29 
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those areas. Holdings of ail types of United States Government securities 
increased $1,103,000,000 to $1,695,000,000, the highest level on record, 
reflecting this Bank’s share in securities purchased in execution of the 
System policy of maintaining adequate reserves in member banks and 
maintaining orderly markets for Government securities. 


Federal Reserve notes of this Bank in actual circulation rose 
$689,085,000 in 1942, thus continuing at a somewhat accelerated pace 
the growth in previous years, accompanying the rapid growth of 
industrial payrolls. , 


Reserve balances of member banks in this District showed a net 
reduction of $610,238,000 during the year to $5,029,391,000. Payments 
to the Treasury mainly for new security issues purchased in the Second 
District exceeded Government disbursements, mainly for war expendi- 
tures, by some $2,260,000,000. In addition, the member banks had to 
meet transfers to other districts of approximately $1,900,000,000 of 
commercial and banking funds, while the rise in currency circulation in 


(In thousands of dollars) 
































Ratio of total reserves to deposit and Federal 


LIABILITIES Dec. 31, 1942 Dec. 31, 1941 
Federal Reserve notes in actual circulation .... $ 2,799,735 $ 2,110,650 
Deposits: 
Member bank—reserve account ........... $ 5,029,391 $ 5,639,629 
U. S. Treasurer—General Account ....... 144,933 220.654 
BSOBHER saiscvsress sia Weare oreralon INS ANS Siateaelee 367,578* 306,991* 
PPIRRT MIO MOONG. inciscn acon ceaciwsi oats’ s 303,762 475,283 
Miotal WARIOGNS | aisissasedwiasnnccased< $ 5,845,664 $ 6,642,557 
Deferred availability items ................00. $ 271,518 | $ 266,815 
PET GIOR 658.65 26:16 iS Rah Aen eS SERS 342 | 143 
OTE) RERTSTEREIOS «i dics.6 10 esscsrec wien wronre $ 8,917,259 $ 9.020.165 
Capital accounts: 
GIN RPNMA EIT) 55 5)c.018 asics raise tire sieves eure tes $ 53,653 $ 51,806 
Sarin MeeOOn: 1) asics sasacanecewevsen 58,001 56,651 
Surplias CSsotion TSH)! <..ss:s:6asiciesssdsersiese- 7,070 7,070 
GUNGE-CODIAROCOUBIB: oesiiesiscisia eis once one 12,880 12,880 
Total capital accounts ............... $ 131,604 $ 128,407 
Total liabilities and capita] accounts .. $ 9.048.863 $ 9.148.572 
~ = = aa | 
Reserve note liabilities combined ......... 80.2% 93.8% 
Commitments to make industrial advances ..... $ 261 $ 460 


* After deducting participations of other Federal 
RUORRT Ve SERMESIOL issidicesicass dasaosie sows 424.034 464.634 
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the District is estimated at $680,000,000. Reductions in member bank 
balances through these transactions, however, were compensated for to 
a large degree by payments for $3,450,000,000 of Government securities 
purchased for System Open Market Account and for this Bank’s own 
account and by other transactions. 


INcoME AND DISBURSEMENTS 


Gross earnings of the Bank rose $2,663,000 during 1942, owing 
mainly to the interest received from the enlarged portfolio of Govern- 
ment securities, and net expenses increased $905,000, leaving a gain in 
current net earnings of $1,758,000. The higher expenses were occasioned 
almost entirely by increases in employee compensation, and by rising 
costs incident to the supplying of a greater volume of Federal Reserve 
eurrency to the public. 


Profit and Loss Account 
For the Calendar Years 1942 and 1941 
(In thousands of dollars) 
























































| 1942 1941 
} 
WAUAUNGR. ogo os 5 rn wehhaRa Cae eee ena eReeTS $ 14,078 $ 11,415 
CRON OMEOR .lecscasperiune capi esa nae naan’ 8,880 | 7,975 
Current net earnings .........ccsee0ss $ 5,198 $ 3,440 
Additions to current net earnings: 
Profits on sales of U.S. Government securities $ 967 $ 386 
WU CHNOE eiosaiecndccevavavecereuuscsnses 7 9 
. 
WOtG), MUUNIONE ipnclivlevsee sdacueau’ $ 974 $ 395 
Deductions from current net earnings: 
ROGILEMENE. SYSIEDE cise scacivcwacecaes css $ 1,122 
Special reserve on bank premises ......... 482 $ 480 
Losses and reserves for losses on industria! 
GUVONCOR CHEE! <cccececexcescceuresss 50 
PUCGINEE. wicntudstacccwevovecess ce ceseowe 3 
‘EOUGE  COUUCTIONE: <cniscsid ccs doeeenesces $ 1.604. $ 533 
NO CHMDINEM 2 cccinuscknel seOcncerdmoneeneee $ 4.568 $ 3.302 
Paid United States Treasury (Section 13b) ....|  $ 34 C«d~S a 
INIORU TAD cua) Sersielne aaa a aely aes 3.184 $ 3,098 
Transferred to surplus (Section 7) ........... 1,350 204 
Surplus (Section 7) beginning of year ...... sat $ 56651 os $ 56,447 
UNION Bk A DONG ssitciers a ccaslaneumeconcwedveas 1,350 204 
Surplus (Section 7) end of year .............. | $ 58,001 $ 56,651 
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Additions to current net earnings amounted to $974,000, about 2% 
times as much as in 1941, and were ascribable, as in late years, to profits 
accruing from sales of Government securities. Overshadowing these 
additions were deductions aggregating $1,604,000, principally for the 
Retirement System and special chargeoffs on bank premises. Net earn- 
ings (after all charges) rose $1,266,000 to $4,568,000. 


Net earnings provided for the usual 6 per cent dividend to member 
banks amounting to $3,184,000, and left $1,350,000 for transfer to 
ordinary surplus. 
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Membership Changes in 1942 


The growth in membership in the Federal Reserve System of State 
chartered banks and trust companies continued during 1942 but at a 
much less rapid rate than in 1941. In the Second District nine such 
banks joined the System and at the end of the year there were (includ- 
ing the national banks) 799 members in this District, representing 82 
per cent of the total number of commercial banks in the District, and 
about 95 per cent of the total assets of those banks. A large New York 
City bank joined the System in April and the eight other new members 
were banks in New York State. There was a decrease in the number of 
national banks resulting from mergers with other banks, and two national 
banks went into voluntary liquidation. 


The tables below give in detail the changes in membership for 1942 
with comparative figures for 1941. 


Number of Member and Nonmember Banks in 
Second Federal Reserve District at End of Year 


(Exclusive of Savings Banks and Industrial Banks) 




















December 31, 1942 December 31, 1941 
Non- | Percent Non- | Percent 
Type of bank Members | members | members | Members members | members 
National banks ..... 574 0 | 100 530 | 0 100 
State banks and trust | 
companies ...... 225 178 56 yn ae 54 
— | | | a —————_ 
WORE -.cca@ecnss 799 178 82 797 | 187 81 





Changes in Federal Reserve Membership in Second District During 1942 














Total membership. begining: Of yeak .<c.6.5cccedctcsicesscesciewstecccs | 797 
Increases: 
State banks and trust companies admitted ..............seeeeeeees 9 
Decreases: 
Member banks combined with other members ...............0+0005 4 
Member bank combined with nonmember ............--.eeeeeeeees 1 
Woluniiane: He@iatiot .ccécac cevcvcccvecdceccnscteucesssucesedauces 2 
WOiAl) CeGrentes® ccc cceeswcccdsecivencevesvqceweneededaneuces 7 
INGE SSHONGONG <c siaias nodal daddendawbensnsseewet eueeswceuu neue eaeNborae 2 


‘Hotel ‘nem berating One. €0 Gene. vecwssc\ncivakeswsacadeowatadeaadanees 799 
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Changes in Directors and Officers 





On August 20, 1942, it was announced that Randolph E. Paul, a 
Class C director of this Bank, having been appointed General Counsel 
of the Treasury Department, had resigned as a director. 


At a regular election in the autumn of 1942, Warren W. Clute, Jr., 
President, Glen National Bank of Watkins Glen, Watkins Glen, N. Y., 
was elected by member banks in Group 3 as a Class A director for a 
term of three years beginning January 1, 1943, to succeed Neil H. Dor- 
rance of Camden, N. Y., whose term expired December 31, 1942. Carle 
C. Conway, Chairman of the Board and President, Continental Can 
Company, Inc., New York, N. Y., was reelected by member banks in 
Group 3 as a Class B director to serve for a term of three years beginning 
January 1, 1943. 


George F. Rand, a director of the Buffalo Branch since January, 
1940 and also from 1929 to 1936, died on November 19, 1942. In 
December, 1942, the directors of this Bank appointed Lewis G. Harriman, 
President, Manufacturers and Traders Trust Company, Buffalo, N. Y., 
as a director of the Buffalo Branch for a term of three years, beginning 
January 1, 1948, to sueceed Mr. Rand whose term was to expire 
December 31, 1942. 


In December, 1942, the directors of this Bank appointed Howard 
Kellogg as chairman of the board of directors of the Buffalo Branch, to 
succeed Gilbert A. Prole whose term was expiring at the end of the year. 
The Board of Governors of the Federal System reappointed Mr. Prole, 
of the Genesee Farm Supply Company, Batavia, N. Y., a director of 
the Buffalo Branch for a term of three years beginning January 1, 1943. 


The directors of this Bank reappointed Reginald B. Wiltse as 
Managing Director of the Buffalo Branch for the year 1943. 


In December, 1942, the Board of Governors of the Federal Reserve 
System appointed William I. Myers, Head of the Department of Agricul- 
tural Economics, Cornell University, Ithaca, N. Y., as a Class C director 
for a term of three years, beginning January 1, 1943 to succeed Edmund 
E. Day, President of Cornell University, Ithaca, N. Y., whose term ex- 
pired December 31, 1942. 


The Board of Governors of the Federal Reserve System redesignated 
Beardsley Ruml, Chairman and Federal Reserve Agent for this Bank 
for the year 1943. 
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CHANGEs IN OFFICERS 


Effective April 1, 1942, Harold A. Bilby, became Assistant Secretary 
of the Bank continuing as an Acting Manager of the Foreign Property 
Control Department; Donald J. Cameron, formerly Manager of the 
Foreign Department, became Assistant General Auditor; Felix T. Davis 
formerly Manager of the Check Department, became Manager of the 
R. F. C. Custody Department; Horace L. Sanford, formerly Manager 
of the Research Department, and Secretary, became Manager of the 
Foreign Department; William F. Treiber, formerly Assistant Secretary 
and Assistant Counsel, became Secretary of the Bank, continuing as 
Assistant Counsel. Effective the same day, Norris O. Johnson, formerly 
Chief of the Domestic Research Division of the Research Department, 
was appointed Manager of the Research Department. 


On June 11, 1942, Harold A. Bilby, formerly Acting Manager of the 
Foreign Property Control Department, became Manager of the Check 
Department, continuing as Assistant Secretary; and Charles N. Van 
Houten, formerly Manager, Security Custody Department, became a 
Manager of the Foreign Property Control Department. 


On June 19, 1942, William M. Kettner, formerly Chief, Security 
Custody Division of the Security Custody Department, became Manager, 
Security Custody Department. On July 31, 1942, John H. Wurts, 
formerly Assistant Counsel, became a Manager of the Government Bond 
Department. 


Effective September 25, 1942, Harry M. Boyd, Chief of the Bond 
Division of the Government Bond Department, was appointed Manager 
of the newly created Savings Bond Redemption Department. 


Effective January 8, 1948, Horace L. Sanford, formerly Manager of 
the Foreign Department, was appointed an Assistant Vice President, and 
Daniel J. Liddy, formerly Chief of the Foreign Accounts Division, 
Foreign Department, was appointed Manager of the Foreign Department. 


Effective the same day, Robert H. Brome, became Assistant Secretary 
of the Bank, succeeding Harold A. Bilby who continued as Manager of 
the Check Department. Mr. Brome also continued as Assistant Counsel. 
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MEMBER OF FEDERAL ADVISORY COUNCIL 





At its meeting on January 7, 1943, the Board of Directors of this 


Bank reappointed George L. Harrison, President of the New York Life 
Insurance Company, New York, N. Y., to serve during the year 1943 
as the member of the Federal Advisory Counsel for the Second Federal 
Reserve District. 
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Directors and Officers 


Term 

DIRECTORS Expires 

Class Group Dec. 31 
A TE (EON PWABRR ook racic ccueuddeeeee Naas eaues oe vawacoanks 1943 


President, The First National Bank of the City of New York, 
New York, N. Y. 


A  NWWEINIA OTs (DIME oo ws cnriniwaceuaecnctadescdeeeeseedaeeeds 1944 
President, Commercial Trust Company of New Jersey, 
Jersey City, N. J. 


A 3 ‘Weare We Cee: iis: 6 os ccc vce setekdtuedecdceves baloceaas 1945 
President, Glen National Bank of Watkins Glen. Watkins 
Glen, N. Y. 


B J]  DIONARNSON.- BROWN cc dccdsccecoecedesae Hoel eieieenetcauee 1943 
Vice Chairman of the Board, General Motors Corporation, 


New York, N. ¥ 


B 2 (Pagpenies B.: WELtansON ..6ore cock cee cemned court cantouanses 1944 
President, The New York Central Railroad Company, New 
York, N. Y. 


B S (Cie: GC. ‘CONWAY -cinica ie cieustacvscadcccstewcunesdweacenstes 1945 
Chairman cf the Board and President, Continental Can Com- 
pany, Inc., New York, N. Y. 


C Deansiey NOM, Cham ~ 66. cikc ieee acd uccceieeeteddesesstes 1944. 
Treasurer, R. H. Macy & Co., Inc., New York, N. Y. 
€ WREEHASE To REVORS: oo cere etentecedscewncunausune ecteteawocenens 1945 


Head of Department of Agricultural Economics, Cornell 
University, Ithaca, N. Y. 


Cc WEGENER: cacus comeuiedie ede nenscuues coewes ceumeomedobeeeenene 
Term 
DIRECTORS—BUFFALO BRANCH Expires 
Dec. 31 
HaWihi MueLceG. Chain soc<iccdns ns cendcancaenenvlerersencuwesuneasaed 1943 
President, Spencer Kellogg and Sons, Inc., Buffalo, N. Y. 
MANION: Oh WORSODE: csidoe ca oc wccsa secede tans wossatecdeavsaeeenonusavenees 1944 
Treasurer, Eastman Kodak Company, Rochester, N. Y. 
Giniaiee. Fe PROES voc ou ohcc cas cram keee se cums caw we masa cemacewarnuae cere 1945 
Genesee Farm Supply Company, Batavia, N. Y. 
RAMON ON, BARE ccccids Soncns Covdtedesuuecdalaudeceddeptdevaneetasauades 1943 
President, Lincoln-Alliance Bank and Trust Company, Rochester, N. Y. 
DR RAD Hie RSW so conciualde danas noon cuvectexcse ce canes anlencacresswaemeaasens 1944 
President, Dunkirk Trust Company, Dunkirk, N. Y. 
EGG Gon TPANEANG ©, scnceess wtincncves ma cnceadevoduteestcusenceuee dawned 1945 
President, Manufacturers and Traders Trust Co., Buffalo, N. Y. 
Reeiveats Bi Winise: Managitig Director oc icccsc ccncdescvcanconsepencnecas 1943 


MEMBER OF FEDERAL ADVISORY COUNCIL 
Georce L. Harrison, 


President, New York Life Insurance Company, 
New York, N. Y. 
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OFFICERS 
ALLAN Sprout, President 


LesuiE R. Rounps, First Vice President Watrer S. Locan, Vice President, and 
General Counsel 

James M. Rice, Vice President 

L. Werner Knoke, Vice President Rosert G. Rouse, Vice President 


Joun H. Witttams, Vice President 


Ray M. Gipney, Vice President 


Epwarp O. Douctas, 
Assistant Vice President 
Georce W. Fercuson, 
Assistant Vice President 
J. Witson Jones, 
Assistant Vice President 
Hersert H. Kimpatt, 
Assistant Vice President 
VALENTINE WILLIs, 
Assistant Vice President 
Topp G. Tiesout, Assistant General Counsel 
Rurus J. Trimsie, Assistant General Counsel 


Sizras A. MILLER, 
Assistant Vice President 
ARTHUR PHELAN, 
Assistant Vice President 
Harotp V. Roe .se, 
Assistant Vice President 
Horace L. SANFORD, 
Assistant Vice President 


Loren B. ALLEN, 
Manager, Credit Department 
Duprey H. Barrows, 
Manager, Cash Department 
Haro.p A. BILBy, 
Manager, Check Department 
Harry M. Boyp, ; 
Manager, Savings Bond Redemption 
Department 
Rosert H. Brome, : 
Assistant Counsel, and Assistent 
Secretary 
Westey W. Burt, 
Manager, Government Bond Department 
Feuix T. Davis, 
Manager, R.F.C. Custody Department 
Norman P. Davis, 
Manager, Foreign Funds Control 
Department, and Manager, Security 
Loans Department 
Epwin C. Frencu, 
Manager, Collection Department 
Marcus A. Harris, 
Manager, Securities Department 
Wituram A. HEIN, 
Manager, Personnel Department 


Norris O. JoHNsSON, 

Manager, Research Department 
Wituiam M. KeEtTTNer, 

Manager, Security Custody 

Department 
Daniex J. Lippy, 

Manager, Foreign Department 
Mytes C. McCanitt, 

Manager, Service Department 
Rosert F. McMurray, 

Manager, Safekeeping Department 


Wituiam F, SHEEHAN, 
Manager, Bank Examinations Depart- 
ment, and Chief Examiner 

Instey B. SmitH, 
Manager, Bank Relations Department 


FREDERICK STOCKER, 

Manager, Cash Custody Department 
WitttaAM F. Treiser, 

Assistant Counsel, and Secretary 
Cuartes N. Van Houten, 

Manager, Foreign Funds Control 

Department 


Joun H. Wurts, 
Manager, Government Bond Department 


Wituiam H. Dirutstin, General Auditor 
Donatp J. CAMERON, Assistant General Auditor 
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Recinatp B. WILTSsE, 
Managing Director 
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